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DR. MARIE E. DUBKE, CPA, Editor 
Memphis State University 
Memphis, Tennessee
“Inflation and U. K. Published Accounts,” 
Jeff Pearcy; JOURNAL UEC, October 1970.
Mr. Pearcy believes that the modest annual 
rate of inflation which has occurred in the 
United Kingdom during the past ten years 
(about 3% per annum) causes sufficient distor­
tion to call for special adjustments in published 
accounts. In his article he recommends the use 
of inflation accounting in which balance sheets 
are restated in terms of the current value of 
money. The article includes a detailed example 
of the adjustments which need to be made to 
accomplish this restatement.
Inflation accounting is a method of account­
ing in money units which all have the same 
purchasing power. It differs from replacement 
cost accounting which he defines as a method 
of accounting in terms of physical units used 
in the business, converted to money. In order 
to account for inflation, it is necessary to use 
an index of the value of money. In his illustra­
tion, Mr. Pearcy uses the official Consumer 
Price Index published regularly in the United 
Kingdom.
The effects of inflation are most noticeable 
when examining trends. Mr. Pearcy studied the 
figures of twelve companies for the period 1959 
to 1968 and presents a graph which shows 
considerable differences between the com­
panies’ net profits after tax as published and as 
restated and between retained profits after tax 
as published and restated. In the early years 
the restated figures are higher than the pub­
lished figures, but the reverse is true in the 
later years. A second graph compares the pub­
lished figures of net profits expressed as per­
centages of shareholders’ funds with the corres­
ponding percentages after restatement. In the 
years following 1960, the restated figures are 
significantly lower than the published figures.
Mr. Pearcy feels that it would be too big a 
step initially to insist that all published ac­
counts be adjusted for inflation. He therefore 
recommends that published tables of figures or 
diagrams covering more than the current and 
immediately preceding year be adjusted for in­
flation and that all companies be required to 
calculate and disclose the effect which would 
result from adjusting the current year’s charge 
for depreciation for inflation.
Although the article is written by an English 
accountant, inflation is, of course, not confined 
to the United Kingdom. This reviewer agrees 
with Mr. Pearcy that companies should disclose 
the effects of inflation on their figures, espe­
cially when figures for a number of years are 
presented.
Mary E. Burnet, CPA
Rochester Institute of Technology
“Income Distribution: The Key to Earn­
ings Per Share”, Peter Knutson, The Ac­
counting Review, Volume XLV, No.1, Janu­
ary 1970.
Opinion Number 15 of the Accounting Prin­
ciples Board on earnings per share is analyzed 
and its shortcomings demonstrated in this in­
formative article. The author’s basic purpose is 
to examine rationally the area of income report­
ing in general and the reporting of earnings 
per share in particular. In Knutson’s view, 
earnings reported today combine the concepts 
of income determination and income distribu­
tion in a procedure which fails to distinguish 
between the two concepts.
Knutson’s solution to the EPS problem lies 
in separating income determination from in­
come distribution and reporting the two con­
cepts in separate statements. In his opinion, net 
income should in fact be allocated among all 
equities, not just to common stock equity. The 
author illustrates his ideas by developing sepa­
rate statements of income distribution and de­
termination. He believes using two statements 
would avoid some of the confusion and mis­
understanding inherent in current reporting 
methods.
This article is well written, lucid, and offers 
a valuable and workable approach to solving 
the EPS controversy. It is recommended for 
readers interested in accounting theory and for 
accounting instructors teaching financial ac­
counting.
Linda H. Kistler, CPA
Lowell Technological Institute
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“Evaluate Your Computer Installation,” 
William C. Ramsgard, Management Services, 
Vol. 8, No. 1, January-February 1971.
Mr. Ramsgard believes that many companies 
are vaguely dissatisfied with their data process­
ing installations but don’t quite know why. In 
his article he presents and explains a rating 
system in which EDP efficiency can be mea­
sured in seven major areas. The areas are soft­
ware, hardware, documentation and organiza­
tion, planning, testing, personnel, and protec­
tion. A total of 37 questions are asked and 
each question is assigned a certain number of 
points if the answer is “Yes” and another num­
ber of points if the answer is “No.” Scores will 
range from a —53 to a +147 and may be 
judged as follows:
130 to 147 Superior
115 to 129 Satisfactory
90 to 114 Average 
60 to 89 Poor
Relow 60 Take immediate cor­
rective action
A high evaluation indicates that the com­
puter installation is well organized and man­
aged, but it fails to indicate whether the user 
is receiving the most appropriate quantity and 
quality of data to do his job. The computer 
output must be timely, meaningful, and well 
used by the recipient. A poor rating indicates 
that the data processing functions planning 
and control are such that it cannot deliver a 
good product.
The rating system, which Mr. Ramsgard 
calls the Dragsmar Evaluation, is evidently in­
tended to be used by large or medium-sized 
companies. In the personnel section, questions 
are asked regarding programmers and analysts. 
Reference is also made in the hardware sec­
tion to sales in the millions of dollars. It occurs 
to this reviewer that an evaluation such as 
this, or an adaptation of it, might be used by a 
small company which is considering acquiring 
a computer. A company would do well to ask 
itself whether its sales are large enough to 
justify having its own computer and whether 
it can afford programmers and analysts in ad­
dition to the personnel who will actually oper­
ate the equipment. If the answers to these and 
other questions are “No,” this does not mean 
that the company must do without data pro­
cessing. Perhaps a time-sharing arrangement 
or the use of a service bureau is the answer to 
the company’s data processing needs.
Mary E. Burnet, CPA
Rochester Institute of Technology
“Accounting, Evaluation and Economic 
Behavior,” Raymond J. Chambers; Prentice- 
Hall, Inc., Englewood Cliffs, N.J.; 1966, 376 
pages, and “Accounting, Finance and Man­
agement,” Raymond J. Chambers; Arthur 
Andersen & Co., Sydney, Australia; 1969, 750 
pages.
“Accounting,” writes Professor Chambers, 
“is concerned with some of the antecedents of 
economic behavior.”
Just as Australians use our language with a 
slightly unfamiliar sound, so does treatment of 
the common ideas of accountancy seem a bit 
exotic as presented by this much-published 
educator from the University of Sydney. He 
speaks his accounting with a different accent.
Accounting, Evaluation and Economic Be­
havior is an heroic attempt to develop account­
ing by the methods of science based on obser­
vations of actual conditions. Development 
moves from empirical evidence through con­
jecture, then testing and selection, until finally 
a theory evolves to fit all observations within 
the present economy. By turning away from 
the corpus of accounting postulates as a be­
ginning point, this analysis avoids the more 
usual sound of postulate dissection. Instead, it 
works from the ground up, so to speak, and 
offers the method of construction as preferable 
to the method of criticism.
Accepting monetary signs as a prime lan­
guage, Chambers’ intent is to rewrite account­
ing statements so that they will be accurate 
reflections of the facts of business and, further, 
will resist warping and toning to beguile man­
agement, potential creditors, stockholders, or 
any interested users, vested or otherwise.
There is an implication of kinship with 
Copernicus who parted from his contempo­
raries in holding that the earth revolved around 
the sun and not the contrary. For Professor 
Chambers, accounting revolves around the real­
ities of business, not necessarily the current 
postulates of accounting. He thinks like an 
economist, with the phraseology of economics, 
all of which accentuates the novelty of his 
idiom.
Accounting, Finance and Management re­
fers frequently to the earlier text, above, but 
differs from it in form and scope. It is a collec­
tion of Chambers’ papers regarding accounting 
and the financial world.
There is an echo of the unfamiliar accent as 
the author criticizes attempts by the account­
ing profession to appropriate some of the func­
tions of management. He feels that a mix of 
analytical and decision-making objectives with 
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the strict reportorial functions of accounting 
will soon subvert accountancy and ultimately 
render a disservice to management as the feed­
back tends to lose its impartiality.
Over and over he laments the ambiguity of 
accounting statements, particularly position 
statements, and says that too often they have 
little relevance to facts in the business environ­
ment. A principal source of error is, predict­
ably, the fluctuating price level. At this point 
in his discourse, all foreign sound fades away. 
The accent becomes highly familiar.
As in most collected writings, a certain de­
velopment in author viewpoint appears as the 
reader moves along in the chronology. The late 
chapters of the book, grouped as “Dessert and 
Coffee”, are worth waiting for. Here one climbs 
over Chambers’ celebrated wall and ventures 
out from the security and fallacy of profes­
sional isolation. Speaking of symbols that are 
the necessary tools of accountancy, Chambers 
points out: “. . . the misuse of symbols is 
fraught with the danger of losing what we 
have. We face the gravest danger of taking the 
symbol for the substance, of losing our appre­
hension of what is real, the advanced form of 
which, of course, is psychosis.”
Served with coffee, too, is some acerbic com­
ment on American programs for advanced ac­
counting education, the “accretion of additional 
specialisms.” And from the chapter titled “New 
Pathways in Accounting”: “The looseness, illog­
icality and irrelevance of much accounting is 
obvious to many, and is on the way to becom­
ing notorious. The only question is whether the 
profession wishes to take a positive part in the 
advancement of practice or thought, or whether 
it prefers to wait until circumstances and 
pressures from beyond its ranks force improve­
ment on it.”
It would seem that we speak the same lan­
guage, with the same inflection, after all.
Constance T. Barcelona 
The Camargo Club
“The Systems Study for the Smaller Muni­
cipality,” Gary A. Luing, CPA, The Florida 
Certified Public Accountant, Volume 9, No. 
3, December 1969. (Originally published in 
Municipal Finance, February 1969).
In this article, Mr. Luing, who is Assistant 
Dean, College of Business and Public Adminis­
tration, Florida Atlantic University, Boca Ra­
ton, Florida, discusses the knowledge revolu­
tion and states that the problems facing exec­
utives today are quite different from those of 
yesterday. In addition, important decisions 
must be made about the computer and its use 
in decision-making. The computer is a very 
important tool of man used to conserve man’s 
most important resource—manpower—but its 
use is limited by the user’s imagination and 
initiative. If this is not kept in proper focus, 
there is danger of being overequipped or 
misequipped.
In discussing several information systems, 
Mr. Luing states that in any systems installa­
tion a complete analysis of the system must 
come first because “systems analysis, not the 
computer, generates the savings from EDP.” 
Unfortunately, in many cases the complete an­
alysis is not done because of the short-sighted 
view towards the costs involved.
Mr. Luing also discusses the advantages and 
disadvantages of using a computer service or 
timesharing, leasing or purchasing a computer; 
and the human factors involved in systems im­
plementation.
The analysis of information systems should 
be a constant and full-time endeavor. This can 
be done by the existing staff. Too much em­
phasis upon the hardware is usually the case, 
and the human factors of systems implementa­
tion are ignored. Those who will operate within 
the system should take an active role in devel­
oping it if utmost utilization is to result.
Wilhelmina H. Zukowska, CPA 
University of Miami
“Training teaches the rules, but experience teaches the exceptions.”
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“The MIS Mystique: How to Control It,” by 
Ivars Avots, Management Review, Volume 
59, No. 10, October 1970.
Characteristics of computer implementation 
projects that make them difficult for manage­
ment to handle are reviewed and approaches 
that should help management raise the odds in 
favor of success are discussed.
Most large computer system implementation 
projects are headed by men whose back­
grounds are in the general area of data pro­
cessing. Few are capable of determining what 
can and cannot be accomplished. There is no 
shortrun solution to this problem; however, the 
best chances lie with the project manager who 
knows the company well, who appreciates his 
unique role, and who can use staff assistance 
effectively. The manager must be concerned 
with both the computer efficiency and the 
technical impact of the application. Both af­
fect the eventual cost of operating the system.
Modifications and consequent overruns of 
schedules and budget are often caused by in­
adequate definition of objectives and coordina­
tion of systems development at top manage­
ment levels. After approval by management, 
functional specifications that describe what a 
program should do must become the basis for 
understanding between the users and the pro­
gramming project. From the functional specifi­
cations, the project manager should develop a 
work breakdown which emphasizes end items 
rather than functions. From the work break­
down, each element needs to be developed 
further to the detail of a work package that 
can be controlled in terms of a schedule and 
budget.
Mr. Avots states “The most important ingre­
dient of the project control process is commun­
ication.” The project manager must keep in 
close touch with individual programmers and 
also act as an information filter to protect the 
programmer from ideas that may interfere with 
his productivity.
Despite the many problems, Mr. Avots con­
cludes, “Formal status monitoring against mile­
stones can be valuable if it is not used as an 
end in itself, but rather as a signal for more 
extensive technical progress reviews.”
Dr. Patricia L. Duckworth, CPA 
Metropolitan State College, Denver
TAX FORUM
(Continued from page 14)
of employment, as a condition of participation 
in the plan, or in order to receive full benefits 
under the plan. Voluntary contributions are all 
additional contributions made by the employee.
Once the ordinary income element is estab­
lished, the capital gain element is determined 
in the same manner as under defined contri­
bution plans. A different set of factors is pro­
vided for the determination of the ordinary 




If the plan was already in effect on Decem­
ber 31, 1969, the ordinary income factor is de­
termined by taking into account only the por­
tion of the distribution which was accrued by 
the employee during plan years beginning after 
December 31, 1969, and mandatory employee 
contributions made during the post-1969 pe­
riod. In order to determine what was accrued 
by the employee after December 31, 1969, the 
excess of the distribution over the employee’s 
voluntary contributions is multiplied by one 
minus a fraction which is the accrued benefit at 
December 31, 1969, over the total distribution 
or benefit.
The accrued benefit at December 31, 1969, 
or as of the close of the last plan year begin­
ning before December 31, 1969, is the periodic 
benefit to which the employee would be en­
titled at age 65 if his annual salary had re­
mained the same from 1969 to his normal re­
tirement age multiplied by a fraction which is 
the number of years with the employer in 1969 
over the number of years of service he would 
have completed at normal retirement age.
The calculations under this Section of the 
proposed Regulations are numerous, and the 
variations for different kinds of total distribu­
tions are detailed and also numerous. It is 
impossible to adequately summarize and de­
scribe them in so limited space. It is nearly im­
possible just to follow the paragraph numbers. 
But, don’t give up—the examples included in 
the various proposals clarify the provisions con­
siderably; and once an example has been fol­
lowed through, the words begin to make more 
sense.
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